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CIA/AR Project 3=51

The Role of ORR in Eeonomis Imtelligence

Yo Introduction = What Is Our Ps/;oblm?

Yhe purpose of this paper ic to set forth the nature snd magnitoude

of the tasks which the 0ffice of Resesrch and Reports, Central Intelli-
gence Agency, must perform to discharge its new mission as set ferth in
RSCID 15, This divective calls upon the Central Intellipgence Agoncy to
coordinate foreign economic intelligence relating to the natiensl sceurity
threughout the US Govermment and %o produce such economic intelligancs as
nay be needed to supplement thet shich other agenclos must produce in the
dlecharge of their reguler missions. This paper is concerned primarily
with the proeducing rather than with the ccordinating responsibilitiss of

[

During the first half of 1951, ORR was engaged in taking an inventory
of its lgnorance eoncerning the sconomy of the Soviet Hloc. The main
purpoee of thip inventory was to establish a basis for planning a program
of basic rosearch to which OFR should address iteelf. Such a program mat
gpring from a clear comeeption of why the US Govermment needs foreign
econcmie intolligence, vhat foreign econemic intelligenece is, vhat role -
OfR should play in the totel econcmic intelligence offort, and how the
peculiar character of the Soviet esonomy and of ous information abeut it
influences the methods that we use, This introducticn ie devoted to some
conmonts on these four topica., :

A, M@@gm%m;mmmm@mmmmbm@m
Rart_upop edequate farelen ecoponde inbtellisonge?

Foreign economic intolligence serves at least five purposes in the
deaign of policies to preserve our national security. These flve purposes,
vhich should ba kept continucusly in mind in plenniag cur economic ressarch
program, are az follows: ' .

1. To estimate the gagmitude of possibie present or future military
or other threats to curselves amd ocur allies. A potential encmy can unders
toke successfully only those nilitary operations which ite economy is eapable
of sustaining. In the very short rin, its strength mey be measured in terms
of the manpower which 1t can mobilize and the stocks of finlshed weapons of
war and militery supplies which 3t has on hand. Inoreasingly in modern
times, however, military potential for anything but the briefest cempaigns
has come to depend uvpon the total economie ragources available to a nation,
including those nocessary to support the elvilisn evcnomy as well as thosze
necessary to produce and oparate the instriments of wey. -

CONEIDENTIAL

Approved For Release 2000/08/29 | CIA-RDP79-01048A000100010009-8




< Approved For Relgase 2000/08/29 : CIA-RDP79-018#8A000100010009-8

BeBr BT

W G

& clear picture of the magnitude of the present end possikle
{fature military or other threat ls needed to guide us as to the over-all
magniluvde of the defense effort inm whisch we musl engege in order to pre=-
gorve our {reedoms in the svent of war. : :

- 2. To astimale the ghorsctor and location of possible present or
future militery or other threats. Decisioms which the USSR er any other
potential enemy meke with regard to howr they wlll ollocate thedr resourses
1imit what they ean choose %o do. If they @lect to invest largely in
miiitary inatallations in the Far Eest, their potentisl for atisek im
Furepe is correspondingly restricted. This 1s not & matter of Judging
thelr intentlons tut rather of seeing what limitations are placed e the
courass of action open to them im tho future by decisions which they male
today about ths allecation of their total resourees.

' A princlpal purpese of thus estimating the character of
military or other threats with which weo may possibly be faced iz to guide
us in dealgning our own defenss effert so thet it will protest us againegt
rosl rathor than imeginery dangers. - -

3. To msaist us in estimating, within the rengs of the peacible,
the Jntontlons of the USSR or amy other pobentlsl enewmy. The econcmic
resources of the enemy and thelr present disiribution permit him to
goloct any of o range of possible or probable courses of aotion. Willdin
this range certain scomomic events may furnish indleations as to which

alternatives the Soviets iutend to pursus and whers and when.

These indicatvions of intentions ma:;‘ be very importsnt in
aszisting ve to adjust cur defonme preparations to mest the most probable
dangera., .

4o To help policy-makers decids vhat ve can de to Tedung pogsible
or prebsble wilitary or other threats by impairing on enemp’s eoonomie
capabilitles io ecarry them out. This includes moasures that can be taken
to weaken him in advance of hostilities and thuz delay or prevant hia
decision to ongege in them, as well ap measures to wesken or dastroy the
economle basis of his military power should he choose ¢o conmit 41t in
geneyal wor. '

Econcmle intelligonce ean help in suggoating guch meoamures, in
setimating their effectiveness, and in forecasting the onomy®s probable
raaction %o them. :

5. To amaist in estimating the probable development of the rejative
strengthe of the Fast and the Vest over the mexl fov yoars if global hostdlie
ties aro avolded. A major purpose of theso comparisens is to guide B polioye
makars, The precoding four sbjectives are consorned with zleps which the
United States can tule to defend itself against aclions of a hostils DO

wo g2 aw
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Equally important is the deaslgn of that political policy whick will have
the beat chance of achieving our cbjeetives without hostilities. Essential
to the plenning of such a policy is the most cccurate estimste possibls of
the relative scomoamic strengths of both sides. There are equally grave
dangers in a sericus underestimate and in a serious overestimate of fature
Soviet ccomomie strength. Either will produce policles mors likely to brimg
on war than will an accurats estimate., The evaluation of Soviet strength
implieit in vardous of the propesals for US policy now being advanced in
this country varies widely from gveat economic wesknopsss to very considerw
able economie power. A prime goal of authoritative ecopcmic intelligenca
is %o provide the imformation that will narrow the fguass aren,"

- £11 tho studies that OFR produces should reflect an awarsness
of these obJectives of economic intelligence. . : '

ARUCY VRN P % 2
»’ V1Y ) £
1""'4-.’1 cﬁw et} FX EL A IR

Briefly,[ssononte intelligence ia intelligance relativg to the basio
productive resources of an area or politiecal wit, the goale and objectives .
which those in control of the reeources wish them to serve, and the waye in
which and the effectivensss with whioh these rescurces are in fact allocated
in the service of these various poals, JTherd are a mumber of couiusions &s

to the nature and limits of economid Intelligence which call for elarification.

IR,

, i. In the first place, there is sometimes a tondency to regard the
wiole of econcmic intelligoncs as encompageed in a mere inventory of aveile
able resources of labor, raw materials, and instruments of production. This
inventory is a necessaxy part but only a part of the tetal econcuic problem.
An inventory of regources by itself without an vnderstandisg of the gouls
which they era designed to serve or of the nethods cnployed to allocate them
in the service of those goals san tell us 1ittls sbout capabilitisg, voloeirw
abllities, or intentions. The Allied Powers have & total stesl ezpacity
vhlch is more than four times mg great as that of the Soviet Blee, but suah
a cooparigon is highly misleading. For the Unitasd States to achieve ite

goals, even in a time of erisis like the present, steel must be
sllocated to many uses which the Seviets regard as of lov or negligibls
priority. .

Furthermore, a modern econcmy 1s characteriged by a highly
camplex web of intercomncctions among its various paris. The cspaecitiass
of the econcmy may be limited less by the over-sll avellalbility of rescurces
then by a failure %o keep all the complex imterrelations in balanee., Thos
tenk production, for instance, muy be liwited not only by the- availability
ef steel from vhich to mamufacture the tanks but slso by the gtesl svailable
to make the ralls and ths freight care necessary to carry steel from siesl
plants %o tank plants, or, move remotely, by the eteel required far the
machinery necessary o mine the econl %o operate the rsilroads. Thue
economle intellipgence must be as much soncerned with the goals vhich yresourcos
are to serve, and the ways in which they are related to each othor, as with
‘the phyasical inventory of the resecurces themrelves. :
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‘ 2. Another problem velateos to vhers esonomic intelligence lesves
off and politicel, military, and seientific intelligence begin. Since the
-social organiem iz a whole and these ways of dividing it are samevhat
erbitrary analytic inventioms, precise linss betwoen the segments are
impossible to draw, In very rough temms, scientifio intelligence follows
the progrese abrosd of new seientific ideas through the research amd
develorment phasos. When these techniques end methods begin to be amployed
broadly in production, they become the province of esoncmic intelligence.
Militery intelligence 15 comcerned with the character and cepacities of
the military cstablishments of foreign countries avd with foreign targets
for our owm militayry offorts. Where the chsraoter of the military establish-
ment depends upon rates of production or where the target of our nilitary
effort is the cconomy of the potential enemy, the lines bstween military and
sconomic beceme blurred. The output of final military equipment and the
physicel targets om which our militery forces wust concentrate are clearly
& prime concern of military intelligence. On the other hand, scomanic
analysis is requived fo portray the compleox memus of econanin support on
which military production depends and to pursue the esommmic chedm
?aaeﬁimm which might result from the destrustion of particular producing
. facllitiesn.

‘ The overlapping betwoen political and eooncmic intelligemce is
even greater. One of the best ways of situdylng the goals which a collecti=
vized astate wishes its economy %o serve is to examine the institutional
machinery that it establishes to guide economic processes, Thus certein
of the institutions of govermment, altheugh in a sense political phiencnaena,
mey have profound ecomomic significancs. On the other hand, ccononic condie
tions are of course an important determinant of the attitudes, loyalties,
and composition of politieally importent groups., In these boerderline areas,
it is the purpoes and objeot of imvestigetion rathsr than the dizeiplines
employed that determine whether intelligemcs is properly to be tevined economic
‘ Or‘pomtiﬁﬂw ' .

‘ 3. A fimal point of lmportance which the analyst must kesp in mind
iz that cconumic intelligence is not always the same thing as sconcmic
informantion. Even the most basic econumic intelligenco should alwsys be
produced im rslatlon to the needs of swume intelligence consumer. The Central
Intelligence Agency ia charged with producing forelgn occonomie intellipence
relating to the natiopal securily, and the consumers of its preduet are .
those US Gevermment officiels cherged with suarding the national seourliy.

A vast apmount of information e~ indeed, almost all informetion e abouh ,
foreign sconcmies may be relevant Lo nationsl seourity problems, but it is
not economle intelligonce wmtil its relevance to those problems is made olear.
It is the function of intelligence not to pursue knowledge for ita own soke .
but rather ‘o throw light on the probable consequsnces of prosent or fulure
action. Though the intelligence enslyst is not a polieywmakor, he must
constantly strive to keep in mind the relevance of information to policy
problems, which alene can transform information into inmtalligemes.

L 4 i
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Many US Govermment agencies are engaged in the production and
collection of foreign sconomic intelligence. Therefors, we cannot
doternine our program of research on the basis of tho forogoing utatement
of the purposges and naturc of econcmis intelligence alone. We muet alao
consider how our activitios can bo mzde to reinferce rather than to
-duplicats the great amount of work which others must cexry om in tho dloe
charge of their own missions, Our recent survey of forelgn economie
intellipence througheut the US Govermment suggestz = number of conslusions
as to vhat the foeua of our metivities should be,

1. TFirst, cur survey revealed that cne of the most urgent nesdes
of the Government is for soms eentral spot where all the ecomcsmie :
intelligence collocted and produced throughout the Goverment can be brought
togather and focused on natiomal security issuss. In recognition of this
need the National Security Couneil has directed that the Central Intelligence
Agency shall perform this coordinating function, Although this peper ia
directed at cur production program, our plans for intelligence predustion
within ORR must take full account. of theze coordinating responsibilities
which go aleng with our substantive offorie.

2. A seoond conclusion of our survey has been that the srea most
in need of substantial additional economic intelligence effort iz the
Soviet Bloc. This is partly becouse the Iron Curtain has made accesa to -
Soviet economic intelligenca more difficult, partly beoeuse the Sorist
econonic potential is perhaps the most oriticsl key to our paticmel segurity,
and partly because, for a variety of reagsongd, tho scononie potential of '
other aress crucial for ouwr nstional gecurity, such asg Western Burope, has
bean much more extensively studied. The meture economles of Western Burops
have long been an object of study by both scademie apd governmantel
econonists. The Furopean Recovery Progrem hes stimulated intensive anslysis
of the charscteristics, needs, and preospecta of the Marshall Plen countriosm.
Thus the economie research effort in man<hcurs dirested al the USSR snd its
Satellites has beon vastly less than that applied to Western Europs, slthough,
bocause of the Iron Curtain, the effort required to producs conparable unders
standing 412 many times groater. TFor these Pessons, we have consluded that
the prineipal effort of ORR in imtelligence productlon must be focused for
the immediate future on the esonomic problema of dhe Soviet Blog.®

3o V¥o began this research effordt with an imventory of cur kuowledge
of the USSR itsolf. This, of course, is only a part of the problem. The
econonies of the Euwropean Satellitos, whose analysls was our second task,

o Tv—

# The Soviet Bloe excludes Yugoslavia and Finland snd includes the Europesan
Satellites (East Germany, East fustria, Poland, Czeshoslovekia, Pmania,
Fungary, Bulgaria, and Albania) and the Esstern Satellites {Commmist China
and Conmunlst Korea).
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nre likewise orueial to the Soviet sconcmie potentizl. Reesnt evente
have highlighted the impartance of Chinz to eur estimates of Soviet
strength and Intentdons. A fins) ascurse of Soviet etrength, which must
bo another object of our sfforts, 1s the rescurass that the USSR eculd
drew vpon elther now or as a consequence of fNiture developments outsids
the present boundsries of the Bloe,

4o A £Ins) weskness of the imtelligence effort aas revoaled by
our inventory is that the demands which have been placed on the limitsd
number of analysts working on the Soviet sconcy have Lesn so freguent
and insistent that avalysts havae had 1ittle or no time to do the basie
regsarch necessary to supply answera in a eonfident and authoritative
form. If our offort ia to be usoful at all, it mst bs on & sufficien’
scale and of sufficlent depth to provide & much fimer factual foundg
tion for the estimating process than economie intelligonce has baen
sble to produce in the past, '

B. mmmmmmmgm@mqmmmmﬁo

There are a mmber of special characteristics of the Soviet escnomis
intalligence problem wvhich shape in impertant ways the methods that ean bs
usad to study 4t. These are not, howsver, all charseteristiss which make
the probiem more difficult than that of other srsas. Ve may consider Pirst
same of the things about tha Sgviet econony which simplify our problem and
then look at seme of the factors which maks it dlffiemit.

snorwonnly, In the free ecomomy of the United States the tastes and deaires
of 150 mi1lion different unpredictable people all have an influence on vhat
in fact cocurs, The behavior of major sectsrs of the esoccnomy is greatly
affected by the individual plens of cocuntless consumars, sach with s

- difforent and somewhet umprediectable quentitative weight. In the USSR there
iz ome &t of plans whieh deminates all others. Thus it is enly by in-
adverteace that anything can cecur which, from the point of view of the
master plan, ie irrelevant or undmportant. This makes the ssoomd Job o |
econcmic intelligence describod above namely, the eluocidstion of the goals

and objectives which those in econtrol of resources wish them to serve «- g

1

grest desl. easlor, Almost arything that happens can give us sams clue.

2: A ralated point; true to soms extent of every sconomy but
agpecially true of the Soviet, is that everything depends om evaryihing
olse. IThe intercomnectedness of the econony andl its subasrviencs to tho
master plan mean that there are many different ways in whioh an econcmic
fact can be aseertained, Stesl production ean be estimated directly from
avidence a2 tc the location and capacity of stes] mills ex indirectly from
evidence of the mampower employed and of the iron ore or coal or alloy mstals
or other inputs available, from the total outpul of all the products mads

'4“.\6'”
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with stesl, or from the capacitlies of transportation facilities serving .
the steal induatry. The lack of direct evidemos on szoms of the thinga
tbat we most wvant to kmow, as revesled in the results of our inventery
of ignorsnce, emphmsizen the very great importance of giving priority

Yo the intsrrelations of the parts of the economy. Thus the third task
of economlc intelligense, te explain all the complex ways in which
regources are in fael allocated to varicus uses, is pesuliarly essentisl
to building a consistent picture of the Soviet economy.

3o A third fact that shapes our mothoda ies that tsohnolegy amd
the law# of naturs ars no respecters of iron curteins. The Soviets do
many things differently frem the wey in which we de them, but in many
other things they have no choice tut to follow the only industrial
tochnique that exiets. Thus the electrolytic process which produses sodium
hydroxide and chlorine inevitably produces them in the same ratio in the
USSR as in the United States. Ve can lesrn mary of the technical 1imitae
tions on vhat they ars able to do from a study of US industrial practices.
But this must be done with care, since we know that in scme casss the
Soviets appear to be incapable of applying our technlques sven where they
know about them, whorsas in other cases they have devised guperior mathods,
Nevertheless, with appropriate caution, useful first approxinations can be
reached by the comparative methed,

(ne implication of this for research plans is that there must
be present in our work a mich heavier doge of technical and engineoring
thinking then is custemary in economic studies,

4o A charasteristle which has advantages and disadvautages is that
prices, markets, and money flews, the stock in trade of rush economic
analyeis, have limited meaning in the USSR. We are spared the unosriainties

- of the capitalist business eycls, and monetary disloeations asre of little
significance. On the other hand, we are largely denied the bonsfits of
boney as a ccmon measure of otherwise incommencurehle seotivities. Moat of
our thinking must te not in terms of yubles bub of tons aw’ bushels and
bales, of mumbers of mmechines of inmumerabls differeunt kinds, of caremiles,
kilowatts per hour, and the 1ike. To add nll these things up to an index
of capsbilities, we must concoct cur own common measuring rod, & task of
no amell complexity.

5. On the negative side is the obvious fact that information

© currvently cowing out of the Soviet Moc is very limited indeed. Thie dees
not mean, however, as is sometimes concluded, that our kuowledge is
inevlitebly correspondingly limited. Radical ecomomie changan do not cecur
overnight even in the USSR, and information on eariier pericds 48 a good.
deal more abundant. Pleeing this together with wbat wo ave gotiing AT
exorcising some ingenuity in making infereunes from the krow sbout the
unkeown (through the interrelations of the esonomy), and directing the

w T
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cellection of exucisl missing pieces of information through the channels
available to us, it is possible to put together o surprisingly reliable
picture. Vhet the scorcity of current informntion means s not thet

we are condemnod o igrorsnce about the Soviet eccmomy bub rathor thaet
%o find out what vs need to know takes a great many more hours of paine
staking research, of imaglimative interpretation, and of LL40ang and
adjosting than would be necoscary inm the study of an open esoncay. The
documentation of this conclusion is 1o be found irn the ootinmstes of
rosearch time required which wors compiled by the various diviaions
during the course of the inventory, .

6o A final cherssteristic of the Soviet problam is that bocausa
of the costs and Jifficulties of collecting information, muoh moye time
and thought must be devoted teo determining vhat pleces of additionn
information would bo mont revesling if wo could sccure them. 'This
point should not be oversmphasized. Ae the Inventery discloses, the
Information roquired to give the answors that wo need about s good mavy
subjects is belleved to be lavgely available in Weahington. In those
capes, whab is needed ls prineipally wmuch more intemsive nining of a
rether low-grade ora. In other cases, however, fleld ecollection appenrs
e be the only way of £31l1ling in cortaln eritiecwsl gope. In stuldylog
an opan sconomy oue vould normally ask for mueh more informabion then
one axpocted to use and then sort cut the useful paris vhen it came.
When the cost of informstion in money and lives s high, however, mach
wors esreful consideration must be given to which plecer of information
are the vital ones. One of the prineipel responsidilities of BR iz %o
give this kind of guidomce to ths information sellectling agencies.

The comoiderations set forth in this imtreduction do not deterning
the details of our research progrem or of cur methed of tackling it, but they
do provide a framework of ideas within which the reseaych progran may bo
careded forward, The next task is to opell out methed and content somewhat
rore procisoly. : _

I, General Mothods ~ How Shell We Go about It?

A. The dilewms of the clomorous wusbomer versue.ine hesle stndy.

The central question of how we shonld allocate e time has already
bsen roferrved to. The preblems to whone solution we are asked to contribute
are very urgent. Events will nobt waid for the orderly, patient, exhsuvstive
rescarch which alone cen give satisfactory answers to thess provlems. If
we wers to devote ourselves emelusively to smassing all the facts we need,
we would have to tell harried pollcy-makers that we weuld be glad 4o edvise
them «w beginning in aboub 2 years. We noither ghould nor cen stay ir an
ivory tower thal lenmg.. Dven if it wore possible to dsvots varselvens
onclusively to evhaustive and encyelopedic stufies for the net 24 memtha,
it 1s highly 1ikely that 2t the end of that period many of the problems

) .
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that we would be asksd to help wlth would heve changed so that cur resulis
would no longer be particularly applicable.

Cn the other hand, if we succumbd completely to the very real prsssure
‘uport us to answer all curremt requests for prampt infomation, we will never
have any iuformation better than the slim fragwents that we can now supply.
Thug our dilemma is, in a senss, vhether %o bo oncyclopedie and ivrslovant
or operational and imcampotent. -

I

Clearly tho only tclersble solution is a compromise between thess
two extremss. We must try to answer the moat Important of the problems put
to us from day to day as quickly snd as compotently as possible. Eut we

- must reserve s major part of cur energles for ivproving the foundation of

Imowledge from which bettor quick answers can be glven.

The nscessity for this compromise has two further implications,
The first is that it is poesible to pursus this twofeld objestive only if
wo have a certain minimm of research rescurees substantially larger than
that which the US Goverument has allocated to these preblems in the past.
Thie minimm we arée on the way to assembling. '

The other implication of owr compromise is that since we cannot hope
to have ensugh resources fully to emploil all the available informaticn sboud
the USSR, we must be very sure that we use our scarce ressarch resouress to
fil1l in those aress of our ignorance which most sericusly 1limit our estimating
sbility. We must eoncentrate cur scarce mampower on finding out those things
thai, the US Government neecds to know most. The identification of these
priority aveas is one of the most puzzling preblems facing intsliigence.

B. How do we determine basis research pricritiss?

1. The most seductive answer to this questicm is contained in whatb
wo nay eall the "boltleneck fallacy.? Sineco econcmic warfare, cold or hoi,
wvas first thought of, ecomcmists have sought for the bodtlensck, the single
critiesl ltem, the key facility without vhich the ervesy's military economy
would collapme, The history of ihe search for such bottlenecks is a record
of fellure, confirming the sconmomistls faith that, given a litdle time,
resourses are highly substitutable for one ancther. This does not mean that
econcalc wvarfare is bound to be ineffective. On the contrary, the wery facd
that resources are interchangeable means thal to deny an enemy any resource
is to weaken directly or imdirectly his military potential. This is parti-
culaerly true in an econcmy which, like the Soviet, has for yoars been dircoted
towerd a aingle set of gosls. Any economic setivity rocognized by the Kremlin
aa not essential to these goals would have been eberdonsd long since, Thus
vherever wo make an econanic attack upen the USSR, 1% is likely to hurt. Bub
it is a delusion to emxpect that a 1imited attack upon a small segmemt of the
Soviet economy will cripple Soviet stremgth. It 18 not the capasity of a
particular facility or the availability of a particuler commedity which
wltinately limits the capabilities of the Soviets so much as thely total
rosources snd thelr ability to organize them off'ectively. '
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This doss not mean that all things are equally important. The
zelection of the more critical commodities and industries is one way of
cutting the problem down to size, But when ons hes dome sll the pruning
possible, the mmber of critical gectors of the econcmy vemains too greab
%o tackle them all exhaustively at once.

5. A socond method of determiving pricritles for research is to
gee vhat basic research would be most relevant to the problene te which we
are being asked to give current angwers NoWe The dangers in this problems
approach to priorities are obvious, T4 leeds one alueys to concenirate
one’s research on yesterday's rather than on tomorrowls problems. DBagie
research, by definition, tekes time. The problems which may be urgewt
whon the basic research that we staxt todey is finlshed camnot be clearly
feresecn and are almost certain to be different from those vhich avre

plaguing us nov.

Purthermore, any attempt to list even the most urgent of the
problome facing us at the mement roveals how many there are and how much
of the total world econcmic picture is relevant o their golution. 48
part of our study of forelgn cconomic intelligence for the Natioral Security
Counecil, the Central Intelligence Agency attenpted to cutline the reguire-
ments for such intelligence in terme of current problems. A very inccmplete
semple yielded & 1list of {2 top priority problems, same of them as broad as
the total military potential of the USSR.®

Agein, cannot wholly discard this criteriom. We wmusht tzy to
foresee tomorrowts problems and guide our research accordingly. There are
some aspects of the Soviet econumy which ve cm take the risk of meglecting.
But we must do a broad enough job to hedge ourselves scmevhal againsi the
orrore in cur oun forecasting.

3, A third possibility is to take scme aspect of the study of each
comedity and econcenirate on thad aspect alone for all comaodities soross
the board, Thus cus could teke some section of the (uiline for a Basic
Commodity Study used in the prepavation of the inventory and £111 in thab
gection for every item first, leaving other sections umbil later. Ons could
devoto the entire enmergles of CRR to the study of vequivements, for example,
or to tochniques end methods of production, or %o the organization and plems
for cach indnstry, or %o levels of output, or to ame other agpesi.

This principls of selection is almost certain %o be ungatlsfactory
by iteelf, since the ansuers to mosd of the quegtione vhich policy-makers are
golng to ask involve putting together all of the parta of a basic study to geb
at tho conclusion. Thus an estimate of ecapabilities requires an estimate of

# UPoroipn Beonomic Intelligence Requirements Relaving o the Haticnal
Security,” Appendix B to Memovandum for the Intelligence Adviscry Cammittce
from the Director of Central Intelligence, dated 31 May 1951,
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the balance between supplies and requirements to achieve whatever may be

the goals and plana of the Soviet rulers. An estimste of vulnerabilities
involves & knowledge of the availability of materials at present production
rates and also an estimate of how goals and plans would be affected if that
availability were to be cut by our action to a point far below requiremsnta.
If the design of a basic study is properly drawn, information about all the
parts of that study is required to arrive at conclusions, and no eingle part
can be left out entirely if satisfactory conclusions are to be reachsd.

4o The investigation of each of these methods of determining
priorities on our research time leads us back to the unacceptable conclusion
with which we started - namely, that the encyclopedic and exhsustive
analysis of moat of the parts of the whole economy is the only way in vhich
we can arrive at sound and authoritative enswers to the questions that are
being agked. But we have already determined that we do not have the time
or the rescurces te carry through this mumber of gystematic basic atudies
from beginning to end, How, then, can we resolve this puszling dilemma?

The answer 1s suggested by loocking at the present state of ome
knowledge. What wo have just proved is that we need to know samething ebout
most aspects of most sectora of the Soviet sconomy to make a sensible estimate
of capabilitice, vulnerabilitiecs, or intentions. Bu%t we have not proved that
we must know everything about every aspect. What we already know pexmits us
to set certain euter limits to the area of the possible. We kmow the Soviet
Undon 1s gt loast capable of certain minimm actions, and we can set osrtain
cellings on what they are gf most capasble of. Our problem is to bring the
Pat least™ and the "at moat® oloser and eloser together., This calls for a
research program guided by vhat we may call the method of suecessive
approximations.

C. The Mothod of Successive Approxima

1. The firat step in the Method of Successive Approximations is te
lay out in general terms the specifications of what you would 1iks to know.
What is the 1ist of all the significant industiries, commoditins, and services
vhich sheuld bo studled, and what are the prineipal problems about them vhich
ve would like to solve? This was the first assignment in our Inventery and
resulted in the outlines produced as a guide to it.

2, The second step is to seo how much of the outlime you can £ill
in and vith wbat degree of precision, Thia will reveal that our information
about some aspects of each of cur problems is better than our information
about other aspeets. It may not be very good. The best information that
we posgess may have a very wide margin of error, but other parts of our
outline will be stil) weaker. Our inventory was designed to bring us
this second state «- to tell us what we lmow and what we do not know about
sach of ouwr major problems with respeet to the USSR, I% has revealed whet
it vas intunded to show — namely, that our ignoranse of tertain important
natters is much greater than owr ignorance of others.

o 11 L
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3. The third atage of ocur Mothod of Suacessive Approximatiens is
to concentrate our most earnsst efforts for a brief peried on the important
parts of our problem vhich we Imow least about. Thie dows not mean that we
seok aguthoritative or final answers in these areas of ignorancs tut merely
that we focus on them until our knovledge is brought up to & level squsl to
or somowhat betler than our knowledge of the other parts of the picture.

4. When we have been working in this manner on weak spots for a
period of 2 or 3 or 4 months, we must stand off and take another look at
whore we are then in relation %o the total outline. The weak spots may
sti11 bes weaker than anything else, or we may have gone far enough with
them ao that, although we still do not lmow much about them, they will be
in better shape than vhat formerly was our best evidence. If our second
over-all lock reveale this to be the case, we muet tackle vhatever other
sectors of our problem ara now the weakest, not again with tho notion that
va are going to find cut everything about them, but only that we are going
to work on them until our lgnorance of some other matter requires more
prassing attention. In this business, knowing & 1little about a great many
things 13 likely to be more helpful than knowing everything sbout a vory

' few things and nothing about others. FEach substantial drive to cover an

area of ignorsncs must be intensive enough and substantial emough to pernit
us to make real progress toward solutione and not merely to hold our own.
On the other hand, it must not be pursued with such perfeeticnist seal that
we neglect other areas in which our ignorance may be only alightly lese
eerious,

5. In sumnavy, the Method of Successive Approxinations involves
a repeated cyele of review and examination, plaming, and geveral montha®
production followed by another review in the light both of progress and of
changes in the character of the problems to be solved, We have devoted a
good deal of tims resently to the review and planning phases and are now
launched upon a production program. Semstime in the fall, another oycle
of reviev and reexamination of plans will be called for,

D.

In attempting to apply the Method of Succesalve Approximations,
eertain ecemon problems and difficulties arise whieh are worth a twrief conment.

' 1. A particularly bothersome problem is that the things vhich we
Imow least about, and thus the things which it is moeat important to study,
are 1ikely to be the things on which we have least information. In genoral,,
4o know more about rates of production of impertant commodities and products
in the Soviet Union than we do about patterns of distritution of those
products. This is partly because much more evidense is available on rates
of production, The temptation is to study the material that we have and
draw such generalizations from it as it seems to contain,

n-lzm
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In terms of getting answers to our vital problems, however, ws
" cannot permit the available evidence to dietate the naturs of our inguiry
too completely. Several weeks spent searching for every possible way to
button doun an 31lusive fact by ingeniocus reasoning from other related
facts, by working out limits on what its magnitude could possibly be from
vhat we know about other parts of the economy, or by laying on ccllection
requirements may be worth many times the same amount of time devoted to
extracting, setting down, and presenting all the facts that may happen to
be in a glven body of doouments.

Both methods must be employed. Until we have systematically
examined the available material, we do not know what can be got out of it.
But the material available was not designed to answer our questions, and
1t must bs made to be the servant of our investigation and not its master.

2. An irritating feature of the Method of Successive Approxima=-
tions 4s that it may well involve us in going over the same material several
times in search of the ansyers to a serdes of different questions. This
repstition is unfortunate and can be avoided to some extent by investing
some tims in indexing and abstracting, either by ORR analysts themsolves
or by an expanded staff in OCD. If, however, we examine exhauatively sll
the materisl available to us for every implication that it contains the
first time we study it, we will not complete our investigation for many,
many months. It is unfortunate that research by the Method of Susccessive
Approximstions involves aome waste and same repetitlon, but it ia better
than being able to produce no answers until 1954. ‘

3., The natural Instinct of the ressarcher vho has plenty of time
is to follow the logleal process of trying to build wp a picture of a
vhole sector of the esonamy by first getiing an idea of each of its smaller
component parts. Thus the logical way o estimate the value of resources
used in chemical production ia to find out what resources are used in the
production of each of the many different kinds of chemicals., Again this
logically involves breasking each particular chemical into the quantitles
produced in each epecific plant. This suggests that the first step in
ansvering the over-all question is to try to identify all the physical
producing facilitles and their capacities and rates of aperation. In many
cases, however, a first approximation to the aggregate figure can be achieved
by short cuts which avold the necessity of knowing vhat in detail it is made

up of,

Thus one can start, for example, with total rescurces engaged in
chemical production in the United States, or in the war economy of Nagi
Germany, as a proportion of total reaources. Ons ean then consider known
respeots in which the proportion in the USSR must deviate from these exampled.
Soap is rare in the USSR, and every housshold doss not have its DDT spray.
Such estimates of the whole before you know the parts usually have wide
margins of error, but when current problems are pressing, they are frequently
better than nothing at all.

-l -
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4. Finally, for this method to be effective, it should ideally
be applied not simply *o ORR's schedule of research production tut to that
of the US Government as a whole. Our delineation of areas of ignoranse
should be on a Covernmemi~wide basis, and our production to remedy these
weaknesses should be plammed in eollaboration with other agencies so that
we do not all comcerntrate on the same gaps at once. As the cocrdinating
part of our activities progresses, it should be clogely integrated with
our . on so that the Govermment as a whole may approach more rapidly
an adequate umderstanding of the Soviet economy.

111, ORR's Production Program.

Our inventory was designed to reveal cur major areas of ignorance
as a basis for planning our future rescarch production progrem. In trying
to generalize on what we have learned from this study, we face the problem
that just 2s there are many ways of classifying knowlodge, so there are
many ways in vhich we can classify areas of lgnorance. Ve ean do this in
terms of commodities, industries, or services about which our genersl
economie knowledge 18 particularly weak; or we can consider those aspecis
of our knowledge vhich are wesker for all cammoditles than other aspeots,
such as, for example, production, distribution, requirements, stooks,
techniques, etc.y or we can consider which of the basie purposes of sconamie
intelligence we are least well-equipped to serve, such as the study of
capabilities, vulnerabilitles, or intentions; or we can look at ocur weakness
in terms of the three fundamental aspects of the economic problem described
et the beginning of this paper — namely, the estimating of the productive
resources of the economy, the understanding of the goals and objectives which
those in control of the rescurces wish them to serve, and the ways in which
the rescurces are in fact allocated in the ssrvice of these goals.

An attempt 4s made in this seotion to suggest whal seem to be some
of the most serious woalkmesses in the present kmowledge of (RR as revealed
by our inventory. Each of these weaknosses 18 drawn from a different way
of looking at our problem, Thus they are not comrensurable with each other,
in many cases they overlap, end hence thay do not add up to any egingle
priority principle for determining what we should do next. It is inherent
in cur problem that we require studies based upon a wide variety of different
vays of alicing that problem into its pileces. Indeed, ws must be eonstantly
alert for still other ways of subdividing the issues to be tackled which may
throw more light on cortain of our questions than any of the ways we have
thought of so far, :

It should also be kept in mind in vhat follows that the generelizations
made in this section apply in different degrees to different branches of CRR.
There are cortain weaknesses that appear to be generally prevalent in much of

-u-
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our work, bv.ﬁ; their relative importance variea widely frcm branch to
branch, .

Finally, in planning our work in such a wvay as to limit the arcas
of ignorance described below we must make full allowance for the research
and production plans of other agencios, Since what follows has not been
discussed outaide the Central Intelligence Agenoy, cur plans will pree
sumably be medified scmewhat as 2 result of discussions in the Eccmomie
Intelligence Committee as to the plans for in"bs]ligmce pro&nction
throughout the cherment.

In moat sectors of the economy we appear to know a good deal more
about the resources and facilities of the Soviet Union than we do about
what the Soviets are trying to do with those resourcea and facilitles,
Broadly speaking, we believe that they are trying to devote them to the
increase of their military strength, but we cannot go far beyond this
master generalization into vhat products and uses are ragarded as most
dmportant, what will be given priority in the event of a shortfall, and
why, and what goals and objectives will shape the future develepment of
thelr economie program,

Ve have, of caurse, a separate branch whose ﬁmotion 1t 1s to study
economic organisations and programs as such, tut the effort noeded in this
field is much broader than a single branch can make znd much more intimetely
tied In with the problems of each of the other branchss than might at first

appears

Superficiaslly the problem of how we go about the study of goals
and plans is a difficult one. The USSR has published #=year plans in the
past, but there i3 considerable doubt as to vwhether it will continue to
do this in the future. In any case, these plana have oontainsd only the
broadest sort of production targets, with no amalysis of the reasons for
them or of their relative priority. In this case, as {n many others,
however, we can 1earn much more by indirection and mfmrence than at firast
appears. ,

In the first place, the plana themselves have muny implications
vwhich nesd further study, Goals for a series of intercummected camnodities
such as coaly steel, railroad equipment, etc., can be studied to ses how
the pleces fit together and what they imply as to the desired pattern of
use of resources.

In the second place, we can lesrn a great deal sbout the plans and
goals of the Soviets from the structure of the organization set up to achieve
them. The ministries established,the breakdown of fumetions within those
ministries, the distribution of authority between Moscow and regional
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headquarters, the kinds of people appointed to handle the varicus jobs
thus defined, can all ‘give us much information about what the USSR ia

trying to do,

Finally, as already pointed out, we are helped In thias investigation
by the fact that everything that happens in the USSR is intended to contribute
to the eentral design. The study of all kinds of events can thus give ua
hints vhich can be pieced together into a picture of what the authorities
are trying to do with gvailable resourses. Information on diversiocus of
materisl fram one use to another, priorities on tranasportation, marked irends
in the production of particular commodities, exhortatioms to workers inm
particular areas, and literally thousands of other things of which news
reaches us give us clues in putting together ths pattexfn of Soviet economic
plans, : , i
The pattern will not emerge automatically, however, from & passive
examination of the material, Ve mmst ssek the answers systematically by
initiating special) projects on Soviet orgnnization, on Soviet plans, and
on Soviet goala as revealed in events. This is one field in which many
of vur branches need to eoncentrate a larger part of their efforts fer the
time being than they have done in the past.

' A related but different wsakmess 48 the lack of adequate attention
in the past to economic indicators of the military intentions of the USSR,

Wo have been talking above of the general eoonomic goals of the Politbure

and the elucidation of what the Siviets are trying to do with their totsl
resources. We can lock at tho same problem from the other end, exsmine all
of the elternetive courses of military action open to them, and then try

to see what observable economic eventa would take plase differently today

if they were planning one course of action rather than snother in the future.
The evidence to be examined in answering this question will, in most cages,
be the same evidenve that we have been examining to estimate capabilities.
What we need is to establish same machinery for periodically foousing cur
minds on the evidence looked at from this point of view., A contimuing office
project desigmed to do this is being plenned.

Ry R 2 e, Gk "‘ . J" 37i

Partly because ORR 15 organized largely by industries, eommodities,
and services, there is a tendency for us to concentrate too heavily oo
teckniques, facllities, and rates of output in the separate sectors of the
econorty and to pay too little asttention to the way in which they are related
to each other. This shows up in our inventory in the great relative wealmess
of those parts of the pupers which sall for information on the demands of one
industry for the products of other industries or sectors (inmput requirements)

D.
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and those sections devoted to the pattern of distribution of an industayis
output among other industries or Finel consumers, :

This weaknoss is particularly serious because it is not unique to
ORR but 1s common throughcut the intelligence community. Other agencies
1ikevulse are foousing thelr attention on individual facilities and their
productive capacity. As suggested earlier, howsver, the capabilitiss and
especially the vulnerabilities of the Soviet econany probably depend mmech
more on the efficlency of the connectioms between its parts then on the
resources avallable in any one sector.

Like all of the judgments of this section, this 1s an estimats
of relative and not of absolute woakness, Some notion of how mueh of s
comnodity is produced is clearly a prerequisite to an estimate of ihere
that production goes, though in actual analysis it is frequently posaible
to reverse the logic and estimate rates of production from what we know
must be the distribution. Thus it nay, be very useful to try to estimate
the consunption of slectric pover in the chemicals industry before we
have firm evidence on either the total production of electric pawer, plant
by plant, or the totel production of each of the many spaclal kinds of
chemicala that require electric power in theilr mamufacture.

There are wany ways of getting at an estinate of this kind indirectly.
One can take parallel experience in a mumber of other countries, noting the :
correlation of this figure with other quantities that can be obssrved in the
USSR, One may have information about the general geographie lecation of
production and the character of ths power grid serving thess areas, Margins
of error iIn this kind of caleulation are usvally very high, tut it may be
possible to set limits on orders of magnitude vhich bring our ignoranse about
these factors below the level of our i1gnorance on other matters.

There are various ways in which our offorts on interindustry relations
can be intensified. In the first rlace, in basic studies on particular
industries, comnedities, and services, more attention can be paid to estimating
input requirements and the distribution of output. This, however, is not
1ikely to be enough. The evidence on these interindustiry problems, from their
very nature, ean best be assembled by examining both ends of the interindustry
pipec This means that the eluminum congumption of the aireraft industry 1s
a problem for both the Aireraft Branch and the Nonfermcus Metals Branch,

To insure that a spotlight is turned on sane of the more important of these
Interindustry problems, 1t is proposed that a number of joint projeots he
set up to make estimates of this kind,

As the number of sectors of the economy involved in such an intex--
industry study expands, it becomes the concern of most of ORR, We have
initiated one project, the study of the pattern of utilization of anergy
resau;\aes in the USSR, whieh will require contributions from virtually eveT'y
branch.

a 1T w _
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Cur inventory reveals that we are almost totally ignorant as to
the burden placed upon the economy by specific military operations of vericus
kinds. In a sense, this is a special instance of the ganeral point just
discussed, Military operations can be conseived of as a conouning sector
of the economy. The relations between military consumption and the induatries
and services which supply it can be regarded as one of the most importand
cases of interindustry relations. Here what we noed to know goes beyond “the
aotual distribtution of products and services to military use at the presout
time and enacmpesses & study of vhat that dletribution would be under
various alternative assumptions as to the nature of possible future militory
operations. This cleaxrily 1s & kind of study in which the nilitary intellile
gence services must play a major role.

Wa should look to A=2, G~2, and ONI for estimates of the velume of
military end items required for and consumed in probable operations of
various kinds. The burden which these rates of consumption of men, mumni~
tions, weapona, and supplies place upon the producing faeilitise turning out
the final military product is a problem which the militery intelligence
services and ourselvea will have to work out jointly. '

As we move farther up the chain of production, going frem tanks te
parte to stesl, fran planes to instrumente to vacuum tubes, from bombs to
TNT to ammonla, we move into areas where the responsibility rests squarely
upon us, Thus in the field of interindustry relations generally, special
importence attaches to the relations between industries which directly or
indirectly serve a military effort. Our vole in the analysis of weapons and
ammonition should focus especially heavily om what it takes to make these
things end thus on the implication for the rest of the economy of whatever
levels of military output the defenss agencies estimate are needed fer varions
types of military opsrations.

F,

This ja discussed in detall in the reports of the separate divisions,.
Broadly speaking, as might be supposed, owmr prineipal gaps in (RR are in those
areas where we have had no analysts available to work omn the problem., Several
are urgent and outstanding. For exsmple, we have no satisfastery analyses
in the Central Intelligence Agemoy of the general fMeld of construction of
all kinds in the USSR, This is important for meny reasoms. Comstrustion
absorbs & very large volume of resources, places a heavy burden on the
trensportation system, and is an important requirement for nilitary inatalle~
tions of all kinds as well as e prerequisite for industrial expansion,

SELBEL
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Inother outstanding wealmess is in the commumnications field, The
technical side of this problem is wellwcevered by OSI and other agencies,
but the relaticns betwesn commmications and all other industries are slmost
wtouched. This includes an analysis of the requirements laid upon the
somunications network of the Soviet Blec by the needs of the Hloe's economie
syatem, as well as of the volume and character of Soviet resources required
to sustaln and expand that network.

Anather broad field of serious relative weakness is the analysie of
the industries producing military equipment, ineluding shipe, aircraft,
tanks, ordmance, and ammunition. As already mentlonsd, seme aspscts of thase
industries are covered by the military intelligence services. But the burdens
that thay place om the rest of the economy,and, on tho other side, the limitaw
tions which the rest of the economy imposes on capabilities in these fislds,
thelir vulnerabilities to the interruption of the supplies that they need, and
the indications of intentions that we can derive from their peculisr require-
ments are all matters on which we must put more emphasis,

Go

Many of our estimates of Soviet capatdlities snd vulnerabilities ave
baged upon the asswsption that the Sovieta are using methods similar to ours.
In computing imput requirements for a-given output, we must frequently fall
back on U3 experience. Yot we knowthat this 4s in many instances grossly mis-
leading. For example, the US coal miner produces on the average about four
times as much coal per day as his Furcpean ceunterpart. Jn other respects,
Soviet techniques may well be shead of ours. Unless we dan set limits to
the possible range of technical methods that the Soviets may be using, our
estimates will be subject to wide margina of error.

This Information is not easy to get. We know or can learn a good
deal about, prewar methods, both frem the literature and from the pecple who
- participated In the design of their industriel esconomy. We can, of couvrse,
find out vhat wont to the USSR under Lend-Leasc. For more recent information
we must depend on the visual observations of defectors, prisoners of war,
occasional travelers, and the like; on items in the Soviet press, radie, and
technical publications; on inferences from what we can learn about inputs
for given outputa, etc. We must have more studies on Soviet industrial
twhxliquesa

H ERS I A % ) .
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In & broad sense this can be described as ths need for more attention
to trade. We have examined in our recent work on the European Satellites some
of the ways in vhich they are dependent upon the USSR and the USSR in turn ia
dependent upon them. A mainr gap revealed in this project, however, was the
absence of even approximate information on the composition and volume of
intra~Bloc trade. Studies on China have revealed a similar weskness in cur
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knowledge of what China is gotting from and giving to the USSR.

Of squel. Importence iz the development of more informatiom on the
interdependence of major areag within the USSR itself. To what extenmt
doss the Soviet Far East depend for its economic potentlal upon its
somavhat temuous comnections with the rest of the Soviet Union? How self-
sufficlent is the Urals industrial complex? What are the economie relaticns
between the Camcasus and other Soviet areas? These quesstions are important
to the anglysis of the capabilities of transport, power, and communication
netas of vulnerabilities of many kindasj and, to some extent, of Intentions.

Almoast any investigation of a major sector of the Soviet sconomy
loads one back to the problem of hew to add wp incommensurablea. Suppose
we can astimate the output of variocus kinds of machine teols. How are we
to measure changes in the totel economic effort that goes into machine tool
production as the composition of output changea? It 1s commen knovledgs
that ths prices put upon goods traded by the USSR with the Satellites are
sharply distorted for politicel reagsons. What then is the over-all wvolume
of trads betwsen the USSR and Fungary in each direction? How doss the
proportion of Soviet resources being devoted to expansion of productive
faeilities compare with that, say, in "estern Europe? One is stopped on
tha problem of how to measure rescurces dsvoted to such expansion.

This 48 a problem on vhich a2 good deal of work has besn done outside
the Government. Perhaps more can be put in progress by external research
contracts. Dub a good deal of effort is needsad to bring ths results into
such a form that they can be used to answer pressing problems now baffling
Govermment analysts.
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